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Abstract

This paper investigates the value-at-risk (VaR) of returns on Taiwan weighted
stock index using Markov-switching model, mixture normal distribution and
mixture error distribution model. We first assume that the distribution of returns
is mixed by two distributions, then, use the states-switching method for capturing
the kurtosis, fat-tail and skewness of the distribution of returns well. It is also
useful to measure the risk by calculating the correct value of the risk. The
empirical results show that Markov-switching model can capture the distribution
better than mixture distribution model only in 99% confidence level under the
forward test. However, viewing from the rate of capital utilization, we find that
the performances of Markov-switching model are the best than others under each
confidence level. We infer that the Markov-switching model can capture the
distribution well resulting from it adopts the transformation mechanism of Markov
chain. The Markov chain contains more relative information of time serial data
than the mixture distribution model does. Therefore, we suggest that the Markov-

switching model is suitable to be an instrument of risk measurement.
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